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PREFACE 



The implementation of the "Planning- Programming- 
Budgeting" concept by the Department of Defense in 1962 brought 
an increased emphasis on budget justification and review within 
the Department of the Navy. This emphasis imposes a need for 
better progress reporting and analysis, plus a need for an 
improvement in financial accounting and inventory management. 
This study reviews the present financial management procedures 
of Atlantic Fleet Type Commanders in the light of these new, 
more stringent, budgetary requirements. 

Active fleet ships in fiscal year 1965 total 683. The 
money to operate these ships on a day-to-day basis (the replace- 
ment of repair parts, the use of consumable supplies, the 
procurement of equipage items) is provided by a segment of the 
annual appropriation "Operation and Maintenance, Navy." This 
segment is called Supplies and Equipage funds. 

Although the Supplies and Equipage portion of the total 
Navy budget is small (about one per cent) , the availability and 
management of these funds has a pronounced influence on the 
readiness and endurance capability of the Navy. 

The author's interest in the financial management 
practices employed by Type Commanders stems from his two years* 
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experience as head of a ship' 3 Supply Department and three 
years* experience in teaching Navy Appropriation and Allotment 
accounting to Navy ROTC students. During this five-year period 
the author was exposed to four different sets of Type Commanders* 
procedures. This basic interest in the subject was given 
further stimulation by a memorandum from the Deputy Comptroller 
of the Navy, in which several topics for Master of Business 
Administration theses were suggested. Among them was the 
following: 

Each of the Type Commanders has been left largely free 
to develop financial management procedures as be saw fit. 

As a result, the methods of financial management differ 
considerably from one Type Commander to the next. . . . 

A suggested research project is, therefore, a comparison 
of the financial management practices pursued by the 
various Type Commanders. 

These three things — the increasing emphasis on budget 
justification and review, the author's personal interest, and 
the suggestion by the Deputy Comptroller of the Navy — have 
prompted this study. 

The primary question being pursued by this investigation 
is whether greater uniformity of financial management procedures 
should be required. In seeking to answer this basic question, 
three subsidiary questions have been considered: whether present 

procedures actually differ significantly; whether present 
procedures fulfill the requirements of the Type Commander; and, 
how financial management procedures may be improved at the Type 
Commander level. 
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In an attempt to answer these questions, the thesis 
has been divided as follows: Chapter I presents necessary 

background material; Chapter II examines the procedures followed 
in each Type Command and summarizes the major differences 
existing; Chapter III explains the deficiencies of the present 
system; Chapter IV discusses current programs which will modify 
the present system; and the final chapter presents a summary and 
conclusions. 

The methods of research utilized in this study included 
the analysis of the financial management instructions issued by 
each Type Commander, a study of Department of the Navy publi- 
cations, and personal interviews with operating personnel of 
ships and with staff personnel of Type Commanders, the Bureau 
of Supplies and Accounts, the Office of the Comptroller of the 
Navy, and the Office of Navy Material. 
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CHAPTER I 



FINANCIAL MANAGEMENT OF THE OPERATING FORCES 

To provide the background requisite to an understanding 
of the financial management practices which will be discussed 
in this study, a review of afloat funding is necessary. The 
objective of this review is to explain the process which is 
required in order to obtain Supplies and Equipage funds and 
to indicate the controls which exist to prevent over-expenditure 
of these funds. Inherent in such a review is the need to 
Identify the organizational relationships which affect the 
budgetary process and the need to outline the basic regulations 
which provide the framework for the financial management 
procedures which have been developed by the various Type 
Commanders. It will also be necessary to define certain terms 
and to specify the kinds of items for which Supplies and 
Equipage funds may be spent. 

Organizational Relationships 1 

Ships operate under two chains of command — administrative 
and operational. At the risk of oversimplification, an 

*For a complete explanation of the organization of the 
Department of the Navy see: U. S. Department of the Navy, 

Navy Regulations , General Order No. 5, 1 January 1965, p. 6. 
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administrative command may be defined as a command which is 
responsible for the administration of personnel and material 
for the units assigned to it, whereas an operational command 
is a command which is responsible for the operations (movement 
and exercises) of units assigned to it. In an administrative 
command, ships are grouped as to general classifications or 
’’types” (such as amphibious, air, submarines , etc.). These 
ships are under the command of an officer (stationed at a 
headquarters ashore) known as the Type Commander. Under an 
operational command, ships are grouped on the basis of specific 
tasks. In this case, ships of several different Type Commands 
operate together under a Task Force Commander. Consequently, 
a Task Force Commander may have aircraft carriers, destroyers, 
submarines, and auxiliary ships under his command, whereas 
the Type Commander would command only ships of one type (e.g., 
Commander, Submarine Force, would have only submarines and 
submarine tenders). 1 

Since ships are constantly shifting from one operational 
command to another, it would not be feasible to place the 
responsibility for financial management under an operational 
commander. The Type Commander (administrative chain of command) 
is in much better position to perform this function and he has 
been given this responsibility. 

*A detailed discussion of administrative and operational 
commands may be found in U. S. Department of the Navy, Bureau 
of Naval Personnel, Naval Orientation, NAVPERS 17138-D, p. 210. 
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The next echelon In the administrative chain of command 
is the Fleet Command level. The six Type Commands in the 
Atlantic Fleet are under the command of the Commander in Chief, 

U. S. Atlantic Fleet. (The same organisation pattern exists 
in the Pacific Fleet with the Type Commanders reporting to the 
Fleet Commander. However, this study deals only with the 
Atlantic Fleet.) From a budgetary viewpoint, the next higher 
echelon is the Bureau of Ships which has the overall responsi- 
bility to budget for both the Atlantic and Pacific Fleets. The 
Bureau of Ships receives the budget requests of the Fleet 
Commanders, Includes them with its other requests, and submits 
its budget to the Navy Comptroller for review and consolidation 
with the other portions of the Navy budget. The Navy budget 
becomes part of the Department of Defense budget which is 
submitted to the Bureau of the Budget. At the Bureau of the 
Budget level, the Department of Defense budget becomes part of 
the total budget request which the President submits to Congress. 
Once approved by Congress the funds are made available by 
reversing the budgetary process flow Just described. A 
simplified view of the procurement and expenditures of funds 
is described below. 

Synopsis of the Procurement and Spending of Navy Funds 

The Federal budget cycle contains four major phases: 
preparation and submission, authorization, execution, and audit. 
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The operating forces of the Navy are prinarily concerned with 
the first and third of these phases. The Major elements of 
the budget cycle include: 

Budget development . — The Navy internally develops its 
estimates of the funds it will require to perform its mission. 

Budget submission . — The Navy budget request is submitted 
as a part of the Department of Defense budget request. 

Appropriation enactment . — Congress enacts a law which 
is the authority for the services to spend money. 

Appor t ionment . — The Comptroller of the Navy apportions 
funds made available by the appropriations to the Navy's bureaus 
and offices. 

Allotment . — The bureaus and offices allocate money from 
their apportionment to the various activities, offices, and 
fleet commands for which they have funding responsibilities. 

Obligation . — The allotment holders order materials or 
services creating an obligation for the government to make 
payment . 

Expenditure .—Obligations are liquidated by the payment 
of funds from the applicable appropriation and allotment. 

Accumulation of accounting information . — As obligations 
are Incurred and liquidated, Navy accounting registers the 
following types of accounting information: 

1. Appropriation and allotment accounting information. 

2. Cost accounting information. 

3. Budgetary accounting information. 
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Specific Responsibilities 

From the foregoing synopsis, it can be seen that 
financial management in the Navy involves budgeting and account- 
ing. The responsibility for these functions has been assigned 
to various commands. It is the mission of the Comptroller of 
the Navy, subject to the authority of the Secretary, to: 

Formulate principles and policies and prescribe procedures 
in the areas of budgeting, accounting, auditing, and progress 
and statistical reporting throughout the Department of the 
Navy to the end that their use will result in meeting the 
operating and planning requirements of management with 
efficiency and economy. 1 

In fulfillment of this mission, several procedural 
volumes have been developed which comprise the Navy Comptroller 
Manual. Since this thesis deals with the financial management 
practices of various Type Commanders, the applicable principles 
and policies are contained in Volume 8, Operating Forces Funding 
and Accounting . 3 This manual defines the responsibilities of 
various persons, establishes funding policies, and prescribes 
accounting methods and procedures. Many of the procedures are 
in the category of suggestions. This has led to the development 
of widespread differences in the manner in which Type Commanders 
administer the funds allotted to them. 

— — » - — , M , .l.. 

*0. S. Department of the Navy, Financial Management in 
the Navy , NAVPERS 10792-A, 23 March 1962, p. l8." 

2 U. S. Department of the Navy, Navy Comptroller Manual , 
Volume 8, NAVEXOS P-1000-8, 12 January, 1961 , p. ’ll. Cited 
hereafter as NAVCOMPT 8. 
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Fleet Commanders have been given responsibilities for 
formulation and execution of financial plans and administration 
and accounting for funds. 1 The former relates to the Fleet 
Commanders' budgetary function while the latter pertains to 
the accounting for the money which has been allocated to them. 

Type Commanders are given the responsibility for 
financial management of the ships and subordinated flag commands 
over which they have administrative control. This responsibility 
entails "financial planning, administration of allotted funds, 
analysis of allotment obligations and expenditures, cost 
accounting to the degree required, and performance reporting." 2 

From the foregoing description it would appear that the 
Type Commander has little, if any, responsibility with respect 
to budgeting. This fact is perhaps the reason which underlies 
the manner in which some Type Commanders have administered 
their funds. The emphasis has usually been placed on avoiding 
over-obligation of the allotment, rather than on certain 
informational aspects of the job. However, an examination of 
the budgeting process will illustrate a definite need for 
emphasis on the preparation and submission phase as well as the 
execution phase. 

1 WAVCOMPT 8 , p. 1-5. 

2 Ibid., p. 1-6. 
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Funding Relationships 

In order to obtain funds to support the fleet, each 
Fleet Commander is required to submit a budget request. This 
request is based on figures provided by Type Commanders. 

Funds for operating the fleet are provided by the 
appropriation "Operation and Maintenance, Navy." An 
appropriation symbol is used to identify the overall object 
or function, the activity responsible for managing the funds 
(major activity) , and the specific purpose (budget program) 
for which funds are being appropriated. 

The appropriation symbol 1751804.2410 will serve as an 
example. The "17" indicates the Department of the Navy; the 
"5" represents fiscal year 1965; the ”1804" identifies the 
specific appropriation (in this case, operation and maintenance) . 
The subhead ".2410" is divided into two parts, with the "24" 
indicating that the Bureau of Ships has the budgeting responsi- 
bility for the budget program "10" which is active fleet ships. 

From the foregoing example it can be seen that the 
Bureau of Ships is the project manager for funding the active 
fleet. Consequently, Fleet Commanders submit their budget 
requests to the Bureau of Ships, and it is at this stage the 
first budget reviews are held. Subsequent reviews are held at 
the Navy Comptroller, Department of Defense, and Bureau of the 
Budget levels. As a result, budget requests may be adjusted 
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at each level as they proceed up through the budgetary 
hierarchy. Because of the critical nature of the budget 
reviews at each level , it is imperative that the best possible 
data be provided to justify the budget requests. This is one 
of the major deficiencies of the present system. 

In order to prevent the expenditure of funds at an 
excessive rate, certain control devices are instituted once 
the budget has been approved by Congress. Before any funds 
can be obligated, an apportionment request must be submitted 
to the Bureau of the Budget. As funds are released by the 
Bureau of the Budget, certain "reserves" may be withheld at 
each level as the funds proceed down the chain of command to 
the Fleet Commander. 

Upon receipt of his suballocation of funds from the 
Bureau of Ships, the Fleet Commander issues allotments to the 
Type Commanders. Type Commanders do not issue allotments to 
individual ships. Instead, ships are directed to submit requests 
for material and services, citing the allotment number of the 
Type Commander. To insure that the Type Commander's allotment 
is not exceeded, ships are given an "operating target" which 
they must not exceed. This amount is known as an "OPTAR." 

Figure 1, on page 9, illustrates the flow of funds from the 
Bureau of Ships down to the individual ships. 
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FIGURE 1 



FUNDING RELATIONSHIPS, ACTIVE FLEET 3, 



BUREAU OF SHIPS 



APPROPRIATION 
OPERATION AND 
MAINTENANCE, NAVY 
17-1804 



Suballocation of Funds, Subhead .2410 



COMMANDERS 
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PACIFIC j 


IN CHIEF 
me AND 
FLEETS 







Allotment of Funds, Supplies and 
Equipage, Subhead .2410 



Operating Target Amount 





a NAVCOMPT_8, p. 2-4 
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This study Is concerned only with the financial manage- 
ment practices related to the administering of funds to be 
expended for the procurement of supplies and equipage needed 
incident to operation. Specifically, these funds are to be 
used for the following broad purposes: 

1. To support charges for items required for operations 
and day-to-day maintenance . . . ; 

2. To support harbor and other services such as 
pilotage, wharfage and tug service . . . when reimbursement 
is required and charter and hire allotment is not available; 

3. To support charges for items which are required 
aboard tenders and repair ships (except those under Navy Stock 
Fund Financing) in order to accomplish repairs to other vessels 
and for which reimbursement is required; 

4. To support miscellaneous expenses incurred in daily 
operations, such as taxi fares, hire of Navy-owned passenger- 
carrying vehicles, telephone service, fuel for ships' vehicles 
and ice; 

5. Repairs to ships, vehicles and labor-saving devices 
when service is provided by an activity not holding an allot- 
ment for this purpose. 1 

Essentially, then, Supplies and Equipage funds finance 
shipboard operating costs and inventories. In a study of 
combatant ships in the Cruiser-Destroyer Force, U. S. Atlantic 

1 Ibid., p. 2-4. 
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Fleet, It was determined that 65 per cent of the dollars spent 
were for technical repair parts. * As shown in Figure 2 below, 
the remaining 35 per cent of Supplies and Equipage dollars were 
spent for the following specific categories of material: 

FIGURE 2 



ANALYSIS 


OF EXPENDITURES FOR OTHER THAN REPAIR 


PARTS a 


Category 


Type 


Percentage 


1 


Repair Consumables 
(welding rod, metals) 


21.3 


2 


Maintenance Consumables 
(light bulbs, grease) 


18.9 


3 


Paint It Related Items 


12.7 


4 


Deck & Seamanship Material 
(cable, wire rope) 


7.1 


5 


Personnel requirements 


7.7 


6 


Housekeeping Material 


5.9 


7 


Office Supplies 


5.3 


8 


Port Services 


3.1 


9 


Contractual Services 


1.9 


10 


Equipage b 


16.1 




Total 


100.0 



ft Source: U. S. Department of the Navy, COMCRUDESLANT 

Instruction P 7303. 9H , 13 July 1963, Appendix E. 

b Equipage may be characterized as being portable non- 
consumable equipment of relatively high dollar value, often of 
a pilferable nature. Such items as typewriters, binoculars, 
small arms, foul weather clothing, electronic test sets, etc., 
are examples of equipage. 



Speech by Captain D. C. McNeill, Force Supply Officer, 
given to the Navy Graduate Financial Management class at George 
Vashington University on 23 November 1964. 
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This analysis points up a most Important fact. Since 
65 per cent of a ship's funds are spent on repair parts, there 
Is a thorough interrelationship of financial management and 
inventory management . Some Type Commanders have recognized 
this relationship and incorporated inventory management con- 
sideration into their financial management procedures. 
Unfortunately, however, those Type Commanders who have done 
so are in the minority. 

Requirements Set by the Navy Comptroller 

The concept of "OPTAR Accounting" was introduced in 
the preceding section. Since suballotments may not be made, 
ships receive a "planning figure." Commanding officers are 
authorized to procure certain goods and services, citing the 
allotment number held by the Type Commander as the authority. 
Although the accounting for operating target amounts is not 
as detailed as for allotment accounting, certain definite pro- 
cedures are required. The Navy Comptroller has specified that 
an Operating Target Record will be maintained, and that an 
Obligation/Sxpenditure Report will be submitted. Ships with 
central storerooms are required to maintain a Departmental 
Budget Record and submit a Working Capital Report. These are 
the only "requirements" specified. This is consistent with the 
Navy Comptroller's philosophy that "monetary records aboard ship 
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will be kept to the absolute minimum. " Each of these required 
records and reports will be examined in turn. 



Operating Target Record 



To provide the monetary control required, the Navy 
Comptroller states that the following columns are considered 
necessary and will be maintained in the Operating Target Record: 

1. Estimated Cost Nonchargeable — material or services 
not chargeable to Type Commander’s allotment (a 
suitable indicator may be used in lieu of a separate 
column, if desired) ; 

2. Estimated Cost Chargeable --material and services 
chargeable to the Type Commander*s allotment 
(cancelled requisitions will be entered as a 
separate entry in this column and deducted from 
the total) ; 

3. Matched Expenditure Price — price contained on the 
invoice or public voucher summaries by the Navy 
Regional Accounts Office; 

4. Difference— difference between the estimated cost 
of the requisition and the matched invoice price; 

5. Operating Target Balance — only when type commander 
has established an operating target. 

Dependent upon the manner in which the ship prefers, 
transactions may either be posted to the Operating Target Record 
individually or on a group basis ("batch” posting) . Most Type 
Commanders have expanded the Operating Target Record to include 
several additional columns. 



1 NAVCOMPT 8 , p. 4-9. 
2 Ibld., p. 4-9. 
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Each month the ship will receive a Summary of Charges 
from the Navy Regional Finance Center. These invoices and 
public vouchers will be "matched" with the requisition documents 
on file to ensure that the charges are correct. While processing 
the Summary of Charges (the matching process) , those documents 
which do match are placed in a completed requisition file. 

Those documents for which incorrect charges have been received 
are considered "unmatched" and follow-up action is required to 
effect correction. 

Obllgatlon/Sxpendlture Report 

The result of the matching process becomes part of a 
report which the ship submits on the last day of each month. 

This report is called the Obligation/Expenditure Report and is 
submitted to the appropriate Navy Regional Finance Center (either 
Norfolk or San Diego depending upon whether the ship is in the 
Atlantic or Pacific Fleet) . Certain mandatory information is 
included. Type Commanders often require additional information 
to be inserted and require that a copy of the report be sent 
to them. 

The information to be included in the Obligation/ 
Expenditure Report is as follows: Line a. — total value of 

requisitions issued; Line b. — total value of matched expendi- 
tures; Line c. — difference between requisition and matched 
expenditure values; Line d. — gross adjusted obligations; 
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